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ETHIOPIA: 


KEY ECONOMIC INDICATORS 


(In millions of U.S. dollars unless noted) 


Ethiopian 

Fiscal Year (EFY) * 1985 
INCOME PRODUCTION 

GDP Market Prices 

GDP Constant (87) Prices 
GDP Current Birr 

GDP Market Prices 
Agriculture 
Manufacturing 

Gross Fixed Investment 
Population (000) 

Per Capita GDP 

Price Index 1963=100 


4,782.6 
3,756.8 
9,900.4 
4,749.8 
1,897.7 

327.6 
502.5 
42,565 
112 
509.4 


EXTERNAL ECONOMY 
Birr/Dollar Rate 
External Public Debt 
Debt Service Ratio 
Reserves (minus gold) 


2.07 
1,644.4 
25.3 
148.0 


GOVERNMENT 
Revenue and Grants 
Expenditures 
Deficit 

Public Production 


1,286.5 

1,656.1 
(369.6) 

851.8 


TRADE AND BALANCE OF PAYMENTS 
Exports (FOB) 

Imports (CIF) 

Coffee Exports (000 MT) 
Coffee Exports (value) 
Petroleum Imports 
Balance of Trade 
Current Account 
Balance of Payments 


359.2 
974.9 
68.9 
212.0 
135.7 
(615.7) 
(420.9) 
46.3 


U.S.-ETHIOPIA TRADE 

U.S. Imports from Ethiopia 
U.S. Exports to Ethiopia 
U.S. Share of Exports 

U.S. Share of Imports 15.8 
U.S. Bilateral Aid 293.1 
Principal U.S. Export 1987 Aircraft 
Principal U.S. Import 1987 Coffee 


46.2 
203.0 
12.2 


*Year ending July 7 
(1) Revised 

(2) Preliminary 

(3) Projected 


SOURCES : 


1986(1) 


5,062.7 
3,982.9 
10,479.8 
5,033.8 
2,103.6 
349.0 
585.9 
43,800 
116 
459.4 


2.07 

1,888.4 
24.7 

250.5 


1,429.5 

1,884.2 
(406.5) 

878.4 


468.3 
655.6 
66.0 
311.8 
187,2 
(406.5) 
(317.5) 
75.8 


76.2 
103.5 
16.2 
15.8 
171.6 


1987 (2) 


5,618.2 
4,306.8 
12,237.5 
5,752.0 
2,024.9 
435.4 
668.6 
46,300 
121 
448 


2.07 
2,038.5 
31.2 
211.7 


1,491.6 

1,834.8 
(392.5) 

905.0 


396.4 
661.4 
76.3 
229.4 
115.3 
(392.5) 
(342.6) 
60.0 


77.9 
136.4 
19.6 
20.6 
8.6 


1988 (3) 


5,919.3 
5,798.2 
13,118.6 
5,737.7 
2,171.9 
- 408.7 
886.7 
47,647 
124 
454.8 


2.07 
2,199.7 
31.2 
144.0 


1,529.7 
1,901.2 
(828.5) 
n/a 


574.8 

980.0 

85.0 

246.8 

102.9 
(405.2) 
(400.0) 
.00 


78.0 
150.0 
13.6 
15.3 
113.2 


National Bank of Ethiopia, IMF Publications, and U.S. Embassy 





SUMMARY 


After only 1 year of good rainfall in which to recover from the 
drought of 1984/85, Ethiopia, ranked as the world’s poorest 
country by the World Bank, was once again plunged into drought 
with the failure of the 1987 summer rains. The drought is 
affecting five to seven million people, mainly in the northern 
third of the country. Although donors responded promptly to 
emergency food needs, distribution has been hindered from the 
beginning by the security situation in the north where two main 
insurgent groups are fighting the government. In early 1988, 
the insurgents began a major successful offensive against the 
government. In early April 1988, the government ordered all 
expatriate relief workers out of the contested areas, 
effectively cutting off distribution possibilities to hundreds 
of thousands of people. It is unclear whether or when massive 
relief efforts will be allowed to resume. 


Fiscal Year, (FY) 1987 (July 8, 1986 - July 7, 1987) was a 
period of recovery for Ethiopia, with an 8 percent increase in 
real gross domestic product (GDP) fueled mostly by a 13.5 
percent increase in the crucial agricultural sector. However, 
the 1987 GDP was only 2.5 percent higher than that of 1983--in 
no way keeping pace with the 3 percent annual population 
growth. The prospect for continued growth in the near term is 
bleak, with the drought-induced drop in agricultural 
production, major resource transfers to fight the insurrection 
in the north, low levels of domestic and foreign investment and 
flawed government policies. 


Ethiopia’s balance of trade worsened as coffee prices fell and 
import prices rose. The current account was fairly stable, 
reflecting continued contributions from private and charitable 
overseas organizations and increased earnings from Ethiopian 
Airlines. The balance of payments showed a small, but 
shrinking, surplus and reserves decreased by 15 percent. 
Reserves will shrink substantially in FY 1988 because of low 
coffee prices, increased grain and military-related imports, 
and increased import prices (other than U.S.) reflecting the 
decline in value of the dollar. 


In late 1987, the government adopted certain agricultural 

policy reforms which may trigger substantial inflows of World 
Bank and EC funds to improve agricultural production in surplus- 
producing areas. Actual implementation of the reforms will 
require close monitoring and the effect of this increased 
investment will not be measurable for several years. Under 
optimum conditions, the program should slow the growth of 
Ethiopia’s structural food deficit. 
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In 1987 Ethiopia inaugurated the People’s Democratic Republic 
of Ethiopia (PDRE). Its aim is to establish a socialist state 
controlled by a Marxist-Leninist style vanguard party. The 
economy is centrally planned. Over 90 percent of large scale 
industry is state run though the industrial sector itself is 
relatively small. Notwithstanding the PDRE’s socialist 
philosophy and close ties to the Soviet Union, Western products 
compete well in Ethiopia. Ethiopia is the fourth largest 
importer of U.S. goods in Sub-Sahara Africa. Quality, price, 
and payment terms are the most important factors. U.S. products 
are well regarded and, with the decline in value of the dollar, 
can compete successfully in international tenders against . 
European and Japanese goods. Best prospects for U.S. exports 
include aircraft and aviation equipment, fertilizers, telecom- 
munications equipment, chemicals, agricultural and construction 
equipment, water treatment and irrigation equipment, heavy 
transport, management/consulting services, and computers. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The People’s Democratic Republic of Ethiopia (PDRE), 
inaugurated in September 1987, continues the previous 
provisional government’s commitment to a socialist path of 
development through a centrally planned and controlled 

economy. Following the 1974 revolution, the government 
nationalized all land, all rental housing, large-scale industry 
and agro-industry enterprises, and services such as banking, 
insurance, and travel agencies. The government has assumed an 
increasing role in the distribution of basic consumer goods and 
has become involved to a greater extent in the direct 
importation of a wide range of commodities. The government 
role in exports is also sizeable; the state controls over 90 
percent of large-scale industry, 70 percent of coffee exports, 


25 percent of road transport, and approximately 35 percent of 
grain sales. 


After years of negotiations with the World Bank (IBRD), 
European Community (EC) and bilateral donors such as Sweden, 
the PDRE has agreed to limited agricultural reforms which, if 
implemented, will marginally increase the price paid to the 
peasant producer by the government, adjust the required quota 
sold to the government at these prices, provide for sale on 

the open market of grain produced in excess of the government 
quota, allow the free movement of grain from surplus to deficit 
areas, and increase licensing of private traders to market this 
surplus. In return, the IBRD and EC will fund peasant 
agricultural development projects in the surplus-producing 
areas which will increase access to fertilizer and other 
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inputs, provide agricultural training, and strengthen the 
marketing infrastructure. Both implementation and results will 
require careful monitoring. With one million new Ethiopians to 
feed every year, the structural food deficit will take years to 
overcome, even under favorable weather conditions. 


After 1 year of good rainfall and substantial recovery from 2 
years of devastating drought, Ethiopia is once more suffering a 
drought estimated to affect five million people, mainly in the 
northern third of the country. Donors have mobilized to supply 
the 1.3 million tons of food aid needed to feed those in drought 
areas, but from the start of the operation (in October 1987) 
distribution has been plagued by fighting between government 
forces and insurgent groups. Following major victories by the 
insurgents, the government ordered all non-Ethiopian relief 
workers out of the areas of conflict--effectively paralyzing 

the distribution process. Although the government will be able 
to feed some of those in need, the fate of hundreds of thousands 
of Ethiopians is in jeopardy. 


ECONOMIC GROWTH - Fiscal year 1987 (July 8, 1986 - July 7, 
1987) was a period of recovery for Ethiopia, with measurable 
improvement in all areas of the economy. Real gross domestic 
product (GDP) increased by 8 percent in comparison with FY 
1986. However, FY 1987 GDP was only 2.5 percent higher than 
that of FY 1983, falling much below the annual population 
growth rate estimated at 3 percent. The agricultural sector 
fuels the economy, contributing 41.3 percent of GDP, 85 percent 
of exports, and about 85 percent of employment. Good rainfall 
led to a 13.5 percent increase in agricultural output though 
production still lagged behind pre-drought levels. The 
prospects for FY 1988 are grim indeed, with an estimated short- 
fall of 900,000 metric tons. The Ethiopian Government has 
agreed to some agricultural policy reforms which will trigger 
World Bank and EC funding of desperately needed inputs such as 
fertilizer and improved seed and provide for training in 
suitable agricultural practices and strengthening of marketing 
and distribution infrastructure. It will be several years 
before the success or failure of this program for surplus- 
producing areas can be judged. 


Industry, utilities, mining, and construction grew collectively 
by about 6 percent in EFY 1987. This was largely due to 
increased supply of agricultural inputs to industry and foreign 
exchange allocations which permitted essential industries to 
purchase needed inputs, spare parts, and capital equipment. 
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Significant growth occurred in the beverage, textile, chemical 
and leather industries. Projects completed in 1987 include flour 
mills, a soft drinks factory, and the Assab salt works which 
should lead to increased production in these areas. Expansion 
of gold mining is being assisted by international financial 
institutions, and bilateral assistance is being used to explore 
the possibility of mining potash and soda ash and of quarrying 
marble and granite. A major goal of the government is to 
develop its huge geothermal and hydroelectric resources, 98 
percent of which are untapped. A 153 megawatt hydroelectric 
power station in Bale province was inaugurated in April 1988. 
The PDRE claims it will increase the country’s energy output by 
50 percent. Additional power stations are planned, and the 
possibility of transmission lines connecting Sudan and Djibouti 
to Ethiopia’s national grid is being studied. 


Overall industrial production may well decrease in FY 1988 as 
resources are diverted to drought stricken areas and to the 
military. Future growth rates will continue to be constrained 
by low levels of domestic and foreign investment, lack of 
infrastructure, low agricultural productivity, the drain of 
defense expenditures, and government policies. The dramatic 
upturn in insurgent activities in the north will put a serious 
brake on economic activity as resources are mobilized to 
support the war effort. The FY 1988 budget totals $1,901 
million, of which over 20 percent is allocated to defense. 
Taxes contribute about two-thirds of government revenue. Top 
marginal rates for individuals are 85 percent and business is 
subject to a 50 percent profits tax. 


THREE-YEAR PLAN: In 1984 the Government instituted an ambitious 
10-year plan which included such targets as collectivization of 
50 percent of farm lands, resettlement of nomads and people from 
agriculturally exhausted areas, a 4.3 percent annual growth rate 
for the agricultural sector, and a 10.8 percent annual growth in 
the commodity sector for an overall GDP growth rate of 6.5 
percent. This plan was to be implemented through a 2-year plan 
(1984-86), a 3-year plan (1986-89), and a 5-year plan (1989-95). 
The drought required that the 2-year plan be replaced by 
Emergency Program. 


In 1986 the PMGSE announced it was implementing its 3-year plan. 
The plan’s major goal is increased agricultural production in 
peasant sector (90 percent of the production and 93 percent of 
the land), the state farms sector, and collectivized farms, 
known as producer cooperatives. 





This is to be accomplished through the introduction of new and 
modern implements, expanded irrigation, education of farmers, 
extension agents and workers, improvements in marketing and 
access to inputs including credit and "villagization." The 
plan’s other goals are to increase foreign exchange earnings, 
alleviate drought and its causes, intensify socialization of 
the economy, solve unemployment, ameliorate living conditions, 
and increase the development of science and technology. 
Unrealistic growth targets are established in almost every 
sector. Agriculture is slated for a 6.4 percent annual growth 
rate and the commodities sector is supposed to surpass 10 
percent annual growth for the 3-year period. The extremely 
ambitious $4 billion development program is to be financed from 
mobilization of domestic and external resources. These 
financing goals will not be met. The plan concentrates this 
investment in industry, mining, energy, and water development. 


The Five-Year Plan (1989-94) is promised for publication by 
mid-1989. 


BALANCE OF PAYMENTS - Ethiopia continued to squeeze imports 
including petroleum which, according to government statistics, 
led to a short-term balance-of-payments surplus of $60 million 
in FY 1987. Increased military expenditure could well eliminate 
any surplus for FY 1988. (In early 1988, the government 
eliminated the "franco valuta" option which had allowed 
individuals to import goods with foreign currency held outside 
the country upon payment of about 200 percent duty. Much of 
Ethiopia’s consumer goods and construction materials were 
imported under this system. The PDRE is reportedly considering 
reinstituting the franco valuta option for goods deemed 
necessary to the economy.) Ethiopia’s balance of trade, after 
improving by 21 percent in 1986, worsened by 41 percent (from 
-$187.3 million to -$264.9 million) in FY 1987 largely due to a 
drop in coffee prices and increases in import prices. The PDRE 
maintains tight control over import licenses and foreign 
exchange allocations which serve as a control over recorded 
imports. The FY 1987 expenditures on regular imports increased 
slightly, largely reflecting price increases. Emergency 
commodity and other assistance decreased from $184 million to 
approximately $161 million (about 24 percent of total imports). 


Overall exports declined, both in volume and value in FY 1987. 
The share of coffee exports as a percent of the total declined 
as a result of a decrease in international coffee prices. 
While coffee production increased somewhat, it was 
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well below target, largely due to the lasting effects of 
drought on coffee plantations and withholding by farmers of 
production in the hope of an increase in international coffee 
prices. Hides and skins have been the most stable export 
commodities for Ethiopia, increasing steadily from 8,300 mt in 
FY 1983 to 13,500 mt in FY 1987. A major priority of the 
government is to increase the value added of this export 
through domestic processing. 


Pulses and oilseed production improved but is still not at 
pre-drought levels. The government is seeking to expand 
exports of fresh and processed fruits and vegetables, and 
investments have been made to establish or enlarge processing 
and packing capacities as well as to establish refrigeration 
facilities. Ethiopia is well located to increase its exports 
of these products to the Middle East if management and resource 
constraints can be overcome. 


The military situation will have a major impact on future 
Ethiopian exports. If insurgent groups continue to pose a 
serious threat in the north, heavy conscription in export crop 
producing areas, together with lack of transport and possible 
difficulties in securing roads to the Red Sea port of Assab 
will lead to a significant drop in exports. 


The stable current account position in FY 1987 results from a 
relatively high level of private transfers and a positive 
services balance. Private transfers amounted to $91.7 million 
as Ethiopians abroad and private charitable organizations 
channeled funds into Ethiopia. Ethiopian Shipping Lines and 
Ethiopian Airlines earnings increased, though at a lower rate 
largely due to capacity constraints, as the government lifted 
foreign travel restrictions. The capital account surplus shows 
Ethiopia to be a net recipient of official development 
assistance. The level of per capita official development 
assistance received, however, is among the lowest for the least 
developed countries. There has been no new foreign direct or 
portfolio investment in Ethiopia since 1977. 


Debt management remains conservative although the debt service 
ratio rose from 7.1 percent in 1981 to 16.2 percent in 1983 and 
by mid-1987 had reached 31.2 percent. With the exception of 
some disputed U.S. military assistance debts, the PDRE continues 
to pay promptly its creditors. The bulk of Ethiopia’s debt is 
official, long term, and concessional owed to the World Bank, 
the United States, Italy, German Democratic Republic, and USSR. 





-9- 


Major lenders in FY 1987 were the USSR, Italy, and the IBRD. 
Since FY 1986, the total amount of new loan commitments has 
declined significantly, and terms of new borrowing have 
deteriorated. More than 60 percent of new commitments are in 
suppliers credits versus 13 percent in the early 1980s. In 
order to increase new borrowing and improve its structure, the 
PDRE has established the ministerial level Foreign Economic 
Relations Committee to coordinate foreign borrowing. 


INVESTMENT: Lack of adequate public and private investment 

is one of the economy’s major problems. The government has 
implemented a number of policies designed to encourage domestic 
and foreign investment primarily in small or medium-scale 
industry. In 1985 the capital ceiling on private investment 
for limited share companies was raised to 2 million birr and 1 
million birr for individuals. In July 1986 interest rates were 
lowered in an attempt to encourage investment in industrial and 
agricultural sectors. A proclamation providing comparatively 
attractive terms for petroleum exploration was issued in May 
1986. The joint-venture proclamation of 1983 is reported to be 
undergoing revision to make Ethiopia more attractive to foreign 
investors. We have heard that the government intends to allow 
repatriation of profits of foreign companies. However, the 
regulations have not as yet been published. 


Concerns about the PDRE’s long-term attitude towards private 
investment, its economic policies, and uncertainties regarding 
the country’s political stability appear to figure prominently 
in a company’s decision to invest here. Domestic resources 
mobilization appears constrained by many of the same concerns. 
In the absence of an unambiguous commitment by the PDRE to 
allow private investment on a long term basis, investment goals 
will not be achieved. 


Due to lags in project implementation and slowdown in foreign 
financing, capital expenditure stagnated in FY 1987. Expendi- 
tures increased on development of textile, cement, irrigation 
and gas and oil exploration while declining in social develop- 
ment, power generation, agriculture, and land settlement. 


The mobilization of resources to support the military campaign 
in the north will effectively put a halt to PDRE capital 
investment in development projects so long as a crisis 
situation exists. 
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TRADE - Ethiopia continued as a major market for U.S. goods, 
ranking fourth in Sub-Saharan Africa in 1987, with imports of 
$136.4 million, up 19 percent over 1986. The composition of 
these imports changed substantially. Donated commodity 
assistance dropped, and commercial purchases of aircraft, 
construction equipment, machine parts, and cigarettes increased. 


The major Ethiopian export to the United States continues to be 
unwashed Arabian coffee, which accounts for approximately 77 
percent of total U.S. imports from Ethiopia. U.S. imports 
totaled $77.9 million in 1987. In 1987 the United States 
regained its place as the major importer of Ethiopian coffee, 
followed by the Federal Republic of Germany. 


U.S. legislation prohibits the provision of any bilateral 
development assistance to Ethiopia or Eximbank activity. As a 
result, U.S. exporters, unlike their European and Japanese 
competitors, receive no competitive advantage in international 
tenders. The dollar’s depreciation however, has largely overcome 
this disadvantage, and there is increased interest in imports 
from the United States. In 1987, Ethiopia’s major trading 
partners were, in rank order, the Federal Republic of Germany, 
the United States, Japan, and Italy. 


IMPLICATIONS FOR THE UNITED STATES 


The Ethiopian economy offers limited investment opportunities 
for U.S. business. Its poverty, lack of infrastructure, and 
the government’s ideological commitment to socialization of the 
economy discourage most firms from considering involvement in 
Ethiopia. Yet a number of U.S. companies work profitably and 
with relative enthusiasm here. There are substantial and 
underexploited opportunities for U.S. companies to compete in 
large tenders let by international development institutions such 
as the World Bank, African Development Bank, EC, and United 
Nations Development Program (UNDP), or by the Ethiopian 
ee U.S. expertise and reliability are well known here 
and the value of the dollar vis-a-vis competing currencies has 
created real opportunities for greatly increased U.S. sales. 


Among major World Bank projects for Ethiopia are peasant 
agricultural development, family health planning, livestock 
health improvement, irrigation, expansion of Assab port, 
purchase of vehicles and fertilizer for a forestry development 
project, and energy rehabilitation. 
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The PDRE FY 1988 budget contains 40 projects with a value exceeding 
$5 million each. A number of these are funded by bilateral 
assistance from such countries as the USSR, Czechoslovakia, and 
North Korea. Others are funded by tied aid granted by the EC, 
Italy, Sweden, or Japan. A number of projects are financed by 

PDRE funds: range lands development, basic rural development, 
minerals exploration, soda ash development, power transmission 
lines, irrigation projects, spice factory, textile factory, and 
leather and shoe factories. U.S. exporters should be able to 
compete successfully on many of these projects: 


The PDRE is anxious to attract new investment from the private 
sector in areas previously restricted. These include gas and oil 


exploration, gold mining, iron ore extraction, and food production 
and processing. 


Sales of goods to Ethiopia through normal commercial channels have 
offered U.S. exporters a number of important opportunities. 
Ethiopian Airlines is pursuing an extensive equipment upgrading 
program and is also assembling small agricultural aircraft under 
license by the American firm Schweizer. The small private sector 
in Ethiopia is interested in purchasing capital equipment for 
various types of small-scale manufacturing and food processing, 
bottling, office equipment, and computer hardware and software. 


Foreign exchange allocations will continue to be tight. However, 
the World Bank has earmarked money for small-scale enterprise ina 


loan disbursed through the Ethiopian Agricultural and Industrial 
Development Bank. 











